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FOREWORD 


To  Local  Fire  Insurance  Agents : — 

We  all  know  that  if  we  can  establish  relations  of 
mutual  good  will  and  confidence  between  the  property 
owners  and  the  Fire  Insurance  Companies  of  the  coun- 
try, the  business  of  fire  insurance  can  be  conducted  much 
more  satisfactorily  and  with  better  results  to  insurer  and 
insured.  Such  relations,  however,  can  only  be  brought 
about  by  informing  those  interested  as  to  the  funda- 
mental principles  of  fire  insurance,  the  rights  and  obli- 
gations of  each  party  to  the  policy  contract,  the  manner 
in  which  rates  are  made  and  the  immense  value  of  the 
service  the  Fire  Insurance  Companies  are  rendering  in 
the  direction  of  lessening  the  Fire  Waste  of  this  country. 
In  this  work  of  instruction  and  education  you  have  un- 
equalled facilities  for  reaching  the  Public  and  it  is  not 
only  your  duty  to  your  clients  and  to  your  Companies, 
- but  it  is  to  your  own  interest,  to  take  advantage  of 
these  facilities  to  the  utmost  for  the  purpose  of  promot- 
ing better  relations  than  now  exist  between  your  pat- 
rons and  yourselves  and  your  Companies.  In  order  to 
render  some  assistance  to  you  in  your  educational  work 
we  are  handing  you  this  little  booklet  entitled  “A  Few 
Salient  Facts  in  Connection  with  Fire  Insurance”  which 
will,  we  trust,  furnish  you  with  some  facts  and  argu- 
ments that  you  may  be  able  to  use  to  advantage  while 
performing  your  part  in  the  work  of  “Educating  the 
Public.”  Wishing  you  the  most  abundant  success,  we 
are, 

Sincerely  yours,  ! 

Committee  on  Publicity  and  Educatiom. 


125  Monroe  St.,  Chicago,  Illinois. 


Digitized  by  the  Internet  Archive 
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A FEW  SALIENT  FACTS  IN  CONNECTION 
WITH  FIRE  INSURANCE 


Mr.  Chairman  and  Gentlemen  of  the  Chicago  Fire 
Insurance  Club: — 

I regard  it  as  a great  privilege  to  be  permitted  to  ad- 
dress this  organization  upon  the  vital  subject  of  Pub- 
licity and  Education.  This  subject  is  especially  appro- 
priate for  discussion  before  a fire  insurance  organiza- 
tion composed,  as  I understand  this  is,  of  local  agents, 
of  inspectors  and  of  daily  report  examiners  connected 
with  the  general  offices  of  the  fire  insurance  companies 
in  this  city.  In  one  sense  it  is  much  like  “carrying  coals 
to  Newcastle”  for  a fire  insurance  man  to  talk  fire  in- 
surance to  you  gentlemen  who  are  engaged  in  the  fire 
insurance  business.  But  we — one  and  all — are  com- 
mitted to  a new  departure  in  the  conduct  of  our  business, 
the  true  purpose  of  which  is,  with  its  ultimate  results,  of 
absorbing  interest  and  moment  to  each  of  you.  You 
need  not  be  reminded  of  the  fact  that  the  fire  insurance 
business  of  this  country  has  long  been  the  object  of  gen- 
eral distrust  on  the  part  of  property  owners  and  the  pub- 
lic, such  distrust  being  manifested  by  the  enactment  of 
hostile  legislation,  by  the  adverse  decisions  of  the  courts 
and  by  violent  denunciation  in  the  press  and  on  the  ros- 
trum of  the  fire  insurance  companies  and  of  everybody 
engaged  in  the  business.  You  know  that  this  distrust 
is  unfounded  and  the  inimical  laws,  the  adverse  deci- 
sions of  the  courts,  the  abuse  of  the  companies  and  their 
agents  are,  one  and  all,  unjust.  You  also  know  that 
through  the  beneficent  operation  of  fire  insurance  count- 
less thousands  have  been  saved  from  want  and  ruin; 
that  fire  insurance  has  become  the  bulwark  of  the  nation's 
commercial  and  industrial  enterprise,  without  which  it 
must  languish  and  decay.  The  antagonistic  attitude  of 
the  legislatures,  the  courts  and  the  people  against  this 
business  in  which  we  are  engaged  must  be  due,  therefore, 
to  their  ignorance  of  the  fundamental  principles  of  fire 
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insurance,  to  their  misconception  of  the  relations  which 
exist  and  which  must  exist  between  the  insurer  and  the 
assured,  and  to  their  misunderstanding  of  the  condi- 
tions of  the  policy  contract.  Every  underwriter  in  the 
land  has  had  occasion  to  know  of  the  existence  of  this  al- 
most universal  prejudice  and  to  feel  its  unfortunate  ef- 
fects. The  situation  has  at  last  become  intolerable  and 
the  Companies  have  finally  resolved  upon  the  sensible 
plan  of  going  directly  to  the  public  and  frankly  ex- 
plaining all  there  is  to  know  about  the  fire  insurance 
business,  feeling  confident  that  by  so  doing  we  will  gain 
the  confidence,  the  good  will  and  the  friendly  co-opera- 
tion of  those  who  are  now  the  most  prejudiced  and  the 
most  hostile.  In  this  great  work,  gentlemen,  you  have 
a most  important  part  to  perform  and  it  is  about  this 
work  that  I have  been  invited  to  address  you. 

In  the  letter  of  invitation  which  I received  from  your 
President  and  Secretary  I find  outlined  various  sub- 
jects which  I had  referred  to  in  an  address  delivered  by 
me  last  Fall  before  the  Fire  Underwriters’  Association 
of  the  Northwest,  concerning  which  I am  requested  to 
speak  at  this  time.  To  discuss  these  subjects  before  a 
body  of  insurance  men — many  of  whom  are  as  familiar 
with  those  subjects  as  I — would  be  stale  and  unprofitable 
unless  I do  so  for  the  purpose  of  placing  at  your  dis- 
posal a concrete  and  orderly  presentation  of  those  prin- 
ciples of  underwriting  and  of  the  manner  of  conducting 
our  business  which  we  believe  entitle  us  to  the  good  will, 
the  respect,  the  confidence  and  the  active  co-operation  of 
the  public.  In  some  respects,  therefore,  what  I say  to 
you  will  be  elementary,  but  please  bear  in  mind  that 
while  speaking  to  you,  I hope,  through  you,  to  reach  the 
public  with  the  information  and  facts  which  it  is  en- 
titled to  and  should  have.  In  discussing  the  various  sub- 
jects suggested  I shall  endeavor  to  be  entirely  candid 
and  be  careful  to  point  out  wherein  the  policy  holder  is 
benefited  or  prejudiced  by  any  particular  form  of  policy 
or  by  any  particular  practice  or  procedure  upon  the 
part  of  the  companies.  Before  taking  up  the  subjects  as- 
signed to  me  I think  it  essential  to  say  something  about 
the  fundamental  principles  of  fire  insurance,  for  upon 
that  point  the  public  is  most  lamentably  ignorant. 

The  Fire  Insurance  Business. 

The  underlying  fundamental  principle  of  insurance  is 
well  expressed  in  the  scriptural  injunction  “Bear  ye  one 
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another’s  burdens.”  In  the  law  passed  in  England  in 
1601  during  the  reign  of  “Good  Queen  Bess,”  the  object 
and  purpose  of  marine  insurance  was  thus  quaintly  but 
clearly  expressed:  “by  means  of  which  policies,  if  it 

cometh  to  passe  upon  the  loss  or  perishinge  of  any 
shippe,  there  followethe  not  the  undoinge  of  any  man, 
but  the  loss  lightethe  rather  easilie  upon  many  than 
heavily  upon  few.”  The  same  principle  applies  to  fire 
insurance  as  to  marine  and  wherever  a property  owner 
buys  a policy  of  fire  insurance,  he  is  not  only  purchas- 
ing a contingent  indemnity  for  himself,  but  is  contribut- 
ing so  much  to  the  bearings  of  others’  burdens.  Every 
policy  holder  becomes,  therefore,  a Burden  Bearer  and 
the  fire  insurance  companies  are  simply  parts  of  a sys- 
tem devised  for  the  purpose  of  distributing  the  burden 
more  equally  and  generally,  “so  that  there  followethe 
not  the  undoinge  of  any  man.”  There  is  then  a com- 
munity of  interest  between  the  insured  and  insurer  which 
entitles  the  one  to  full  knowledge  of  the  manner  in 
which  the  other  performs  his  duties  and  conducts  the 
business  and  each  is  entitled  to,  and  should  have,  the 
confidence  and  good  will  of  the  other. 

Fire  insurance  is  unlike  any  other  business  in  the 
world.  It  is  peculiar  to  itself,  and  its  methods  and  prin- 
ciples are  not  readily  understood — in  fact,  are  too  often 
misunderstood  and  this  misunderstanding  begets  pre- 
judice on  the  part  of  the  public.  There  is  no  disguising 
the  fact  that  the  existing  relations  between  the  public 
and  the  fire  insurance  companies  are  not  what  they 
should  be,  and  for  that  reason  both  the  property  owner 
and  the  companies  suffer.  Neither  side  is  entirely  blameless 
for  present  conditions,  but  both  will  be  blameworthy  if 
they  do  not  endeavor  to  reach  a basis  of  intelligent  un- 
derstanding and  co-operation  relative  to  a business  which 
is  of  mutual  concern  and  of  vital  importance  not  only  to 
the  property  owner  but  to  the  state  and  the  nation.  Suspi- 
cion and  distrust  must  give  place  to  mutual  good  faith 
and  mutual  confidence. 

Fire  insurance  in  this  country,  from  the  early  days 
of  the  Republic  to  the  present  time,  has  been  undergo- 
ing an  evolution  until  it  has  become  the  basis  of  credit 
and  the  very  foundation  of  our  commercial  success  and 
prosperity.  It  is  now  so  interwoven  with  all  of  our  com- 
mercial activities  that  neither  manufacture,  trade  nor 
business  pursuits  of  any  kind  could  prosper  for  a single 
day  without  it.  Its  patrons  may  be  counted  by  the  mil- 
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lions  and  its  beneficiaries  by  the  tens  of  thousands. 
From  a business  comparatively  simple  and  easily  mas- 
tered it  has  risen  to  the  dignity  of  a profession  in  which 
the  underwriter  has  become  a student  of  complex  and 
perplexing  problems  demanding  his  best  thought  and 
taxing  his  ability  to  the  utmost.  Concerning  this  busi- 
ness these  propositions  should  be  borne  in  mind  for  they 
may  be  regarded  as  axiomatic: 

1.  That  property  destroyed  by  fire  is  absolutely  an- 
nihilated; insurance  does  not  replace  it — it  simply  dis- 
tributes the  loss. 

2.  That  the  less  the  property  loss  the  less  will  be 
the  cost  of  insurance  and  conversely,  the  greater  the 
property  loss  the  greater  must  be  the  cost  of  insurance, 
for  the  insurer  must  collect  a sufficient  amount  of  pre- 
mium to  enable  him  to  pay  all  losses  which  may  occur, 
the  expenses  of  conducting  the  business,  a fair  profit  upon 
the  capital  which  is  constantly  imperiled  and  a steadily 
increasing  fund  as  a reserve  for  conflagration  losses. 

3.  That  insurance  is  a tax  and  as  such  should  be 
fairly  and  equitably  distributed  like  any  other  tax,  with- 
out favoritism  or  discrimination. 

4.  That  the  interests  of  the  property  owner  and  the 
insurer  are  mutual,  so  that  whatever  harms  the  one  in- 
jures the  other  and  wherever  the  one  is  benefited  the 
other  profits  thereby. 

It  is  the  too  general  opinion  on  the  part  of  the  public 
that  fire  insurance  rates  are  extortionate  and  that  the 
companies  are  making  enormous  profits  out  of  the  busi- 
ness. It  is  not  an  unusual  thing  to  hear  a property 
owner  claim  that  he  has  paid  premiums  for  insurance 
on  his  property  during  fifteen  or  twenty  years  more 
than  sufficient  to  pay  the  full  amount  of  his  insurance. 
In  making  this  statement  he  will  be  entirely  sincere  and 
actually  believes  that  if  he  had  saved  his  premiums  for 
say  twenty  years  he  would  have  laid  by  a sum  sufficient 
to  pay  a total  loss  upon  his  property.  A little  reflection 
would  have  shown  him  that  he  was  wrong.  Assuming 
that  his  rate  was  1%,  which  is  near  the  average  rate  for 
the  United  States,  and  his  premium  for  $1,000  insurance 
would  be  $10.  He  would  have  had  to  pay  this  sum  an- 
nually for  100  years  before  he  would  have  paid  the  com- 
pany an  amount  equal  to  the  sum  for  which  it  would 
have  been  liable  in  event  of  a total  loss ; or  stated  in  an- 
other form  it  would  take  one  hundred  premiums  of  $10 
each  to  pay  one  total  loss  of  $1,000.  But  this  does  not 


tell  the  whole  story,  so  far  as  the  insurance  company  is 
concerned.  The  expense  of  doing  the  business  amounts 
approximately  to  40%,  which  must  be  deducted  from  the 
gross  amount  collected.  Besides  this  the  law  steps  in, 
and  very  justly  requires  the  company  to  set  aside  50% 
of  the  premiums  collected  as  a reinsurance  reserve  for 
the  protection  of  all  its  policy  holders.  The  company 
must,  therefore,  collect  in  addition  to  the  amount  of  the 
loss  a sufficient  additional  sum  to  cover  the  expenses, 
so  that  it  must  collect  167  premiums  of  $10  each  to  enable 
it  to  pay  this  one  total  loss.  But  even  then  it  is  obliged 
to  hold  in  reserve  $833,  so  that  after  paying  its  expenses 
it  has  but  $167  left  out  of  the  entire  transaction  with 
which  to  pay  the  $1,000  loss  and  is  obliged  to  draw  upon 
its  surplus  for  the  balance  until  such  time  as  the  re- 
serve is  released  by  the  termination  of  the  other  166 
risks.  Of  course,  this  does  not  provide  for  a single  dol- 
lar of  profit,  nor  does  it  take  into  account  the  possibility 
of  a second  or  a third  or  a large  number  of  total  losses. 
The  only  safety  for  the  company  lies  in  the  fact  that  it 
is  able  to  determine  from  its  own  experience  tables,  or 
its  own  taken  in  conjunction  with  others,  what  the  “Law 
of  Average”  has  shown  to  be  the  average  rate  which  will 
be  adequate  and  at  the  same  time  fair  to  the  property 
owner. 

As  I have  already  said,  fire  insurance  is  a business 
peculiar  to  itself  and  this  fact  is  well  illustrated  by  the 
manner  in  which  the  price  or  rate  at  which  its  indemnity 
is  sold,  is  determined.  The  law  of  supply  and  demand 
fixes  the  price  of  our  farm  products — of  hay  and  grain, 
of  tobacco  and  of  corn ; it  dominates  the  operations  of  the 
merchant  and  determines  the  output  of  the  manufacturer. 
Whatever  the  merchant  sells  he  has  bought  in  the  open 
market  and  his  selling  price  is  determined  by  adding  the 
cost  of  freight,  rent,  clerk  hire,  fuel  and  light,  together 
with  such  profit  as  he  may  regard  as  adequate.  A manu- 
facturer buys  in  like  manner  his  raw  material  and  by 
adding  cost  of  labor,  operating  expenses,  interest  on  his 
plant  and  his  profit  loading,  he  fixes  the  selling  price  of 
his  manufactured  goods.  A common  carrier  knows  ab- 
solutely what  it  costs  to  transport  passengers  or  merchan- 
dise by  water  or  by  rail;  whoever  has  anything  to  sell 
is  able,  in  advance,  to  fix  the  price  of  what  he  sells  so 
that  he  may  derive  a profit  therefrom.  He  parts  with 
nothing  without  obtaining  his  price  and  realizing  his 
profit.  Not  so  with  the  insurer.  He  sells  neither  mer- 
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chandise  nor  labor;  he  sells  promises  to  pay;  he  sells 
indemnity  against  loss  caused  by  the  happening  of  a 
certain  event,  but  when  he  sells  his  contract  of  insur- 
ance—or  more  properly  speaking  his  bond  of  indemnity 
— he  has  no  means  of  knowing  whether  he  will  be  called 
upon  to  pay  the  stipulated  indemnity  or  sum  insured  in 
whole  or  in  part.  Supply  and  demand  only  remotely  af- 
fect the  price  at  which  he  sells  his  indemnity,  as  that 
price  must  necessarily  be  fixed  by  the  losses  which  oc- 
cur and  these  are  absolutely  beyond  his  control.  His 
business  is  based  upon  the  law  of  average  and  founded 
on  experience.  For  years,  if  a prudent  underwriter,  he 
has  kept  his  experience  or  classification  tables  and  is  able 
to  determine  what  the  average  cost  has  been  for  a term 
of  years  on  any  class  of  property  which  he  has  insured. 
The  more  thoroughly  and  carefully  he  has  classified  his 
business,  the  better  able  he  is  to  determine  the  rates 
to  be  charged  for  each  hazard  which  he  insures  against. 
These  records  have  shown  him  that  the  normal  loss  ratio 
is  fairly  constant  and  if  that  was  all  he  had  to  contend 
with,  he  might  be  enabled  to  establish  a tariff  of  rates 
which  would  vary  but  little  from  year  to  year,  but  un- 
fortunately, the  great  calamities  like  Chicago,  Boston, 
Baltimore,  San  Francisco,  and  many  lesser  ones  come 
with  their  unlooked  for  demands  upon  his  resources,  so 
that  he  must  provide,  not  only  for  the  usual  and  ordinary 
losses  which  his  experience  has  taught  him  to  expect, 
but  must  accumulate  a conflagration  reserve  for  those 
extraordinary  disasters,  without  which  provision  he  must 
fail  in  the  hour  of  stress  when  the  indemnity  he  has  prom- 
ised is  most  sorely  needed.  Formerly  these  experience 
tables  or  classification  records  were  jealously  guarded  as 
trade  secrets  and  the  local  agent  was  furnished  only  with 
basis  rates  upon  the  various  classes  of  property  and  then 
permitted,  within  certain  limits,  to  fix  rates  upon  the  individ- 
ual risks  within  the  city  or  town  for  which  he  was  the  com- 
pany’s representative.  This  method  of  fixing  rates,  al- 
though often  unsatisfactory  and  inequitable,  was  per- 
mitted to  prevail  so  long  as  business  operations  and  man- 
ufacturing processes  were  comparatively  simple  and 
property  values  were  not  congested.  But  with  the  enor- 
mous increase  in  the  material  wealth  of  the  country,  the 
multiplicity  of  new  hazards,  the  introduction  of  gasoline 
and  electricity  for  heat,  light  and  power,  the  invention 
of  new  manufacturing  processes,  and  with  the  vast  ac- 
cumulation of  property  values  under  one  roof,  new  meth- 
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ods  became  necessary.  In  recent  years  a large  number 
of  the  leading  companies  have  combined  their  experience, 
whereby  a better  general  average  has  been  obtained,  and 
from  this  combined  experience  rating  schedules  have 
been  formulated  and  placed  in  the  hands  of  rating  experts, 
entirely  unconnected  with  any  local  agency  or  company, 
and  uninfluenced  by  either  favoritism,  prejudice  or  self- 
interest,  so  that  the  rates  thus  fixed  have  the  merit  of 
being  both  uniform  and  equitable. 

These  rating  schedules  are  standards  for  measuring 
the  relative  hazards  of  risks,  just  as  the  yard  stick  mea- 
sures the  cloth  sold  by  the  merchant  or  the  bushel  mea- 
sure the  corn  bought  from  the  farmer.  They  are  con- 
stantly being  perfected  and  must  commend  themselves 
to  the  public  because  of  their  many  advantages,  chief  of 
all  being  that,  by  this  means  each  property  owner  is  made 
to  pay  his  equitable  share,  no  more,  no  less,  to  the  com- 
mon fund  whereby  the  losses  by  fire  of  his  fellows,  and 
perchance  his  own,  are  mitigated. 

While  the  prevailing  prejudice  against  fire  insurance 
is  largely  due  to  the  failure  of  the  public  to  understand 
the  foregoing  facts,  there  is  another  fruitful  cause  of  ill- 
feeling  on  the  part  of  the  public,  due  to  the  almost  uni- 
versal practice  of  property  owners  to  wait  until  they 
have  sustained  loss  by  fire  before  reading  their  policy  for 
the  purpose  of  ascertaining  what  its  conditions  are  and 
to  see  whether  it  covers  the  property  involved  in  the  fire. 
The  many  conditions  of  the  modern  policy  alarms  them 
for  the  reason  that  it  is  drawn  for  the  express  purpose 
of  insuring  all  classes  of  property  under  all  sorts  of  con- 
ditions, and  loss  claimants  are  not  in  the  proper  mental 
attitude,  after  a fire,  to  recognize  the  fact  that  out  of 
policy  conditions  providing  for  all  manner  of  contingen- 
cies, but  few  of  them  have  any  application  to  their  own 
losses.  Neither  do  they  understand  that  there  is  not  a 
single  condition  in  their  policy  which  has  not  been  in- 
corporated therein  because  of  some  decision  of  a court 
of  last  resort  or  because  of  the  standard  policy  law  of 
the  state  in  which  they  live.  Upon  the  examination  of 
their  policies  after  a fire,  policy  holders  not  infrequently 
find  that  they  have  placed  too  much  insurance  upon  one 
item  and  too  little  on  another  or  that  some  error  has 
been  made  in  describing  or  locating  the  property  in- 
sured. Much  misunderstanding  and  consequent  prejudice 
would  be  avoided  if  policy  holders  would  examine  their 
policies  as  soon  as  they  come  into  their  possession,  but 
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this  they  will  not  do.  It  was  formerly  the  practice  of 
many  companies  to  print  in  bold  type  on  the  filing  page 
of  each  policy  the  words,  “Read  Your  Policy,”  but  this 
i*  no  longer  permitted  in  those  states  where  standard 
policy  laws  have  been  enacted.  Of  course,  legally,  a pol- 
icy holder  has  no  right  to  complain  if  he  neglects  to 
read  his  policy  contract  until  after  a fire  and  learns,  too 
late,  that  it  differs  in  essential  particulars  from  what  he 
supposed  it  to  be.  In  law,  his  retention  of  the  policy 
without  objection  until  a loss  occurs  is  construed  as  an 
acceptance  of  its  provisions  and  conditions,  but  his  neg- 
lect is,  nevertheless,  the  cause  of  much  difficulty  in 
reaching  an  amicable  and  satisfactory  loss  adjustment 
and  the  companies  are  often  censured  because  of  misun- 
derstanding and  ill-feeling  which  could  have  been  avoided 
if  the  policy  holder  had  exercised  the  ordinary  prudence 
of  examining  his  policy  before  he  put  it  away  in  his  safe. 
The  policy  holder  should  be  taught  the  importance  to 
himself  of  reading  his  policy  carefully  and  of  promptly 
notifying  the  agent  of  any  objection  he  may  have  to  the 
policy  conditions  or  if  he  finds  any  error  in  description  or 
location  of  the  property  insured. 

I will  now  take  up  the  subjects  assigned  to  me  for 
discussion  in  their  order: — 

Reasons  for  the  Use  of  Co-Insurance  and  other  Clauses 
with  an  Explanation  of  their  Effect  in  the 
Settlement  of  Losses  under  Specific  and 
Blanket  Insurance. 

The  proper  language  and  wording  of  the  written  por- 
tion of  a policy  is  as  important  to  the  policy  holder  as 
the  rate,  for  otherwise  either  he  or  the  company  may  be 
given  an  undue  advantage.  The  ideal  plan  of  insurance  is 
that  whereby  the  insured  and  the  insurer  become  equal 
partners,  share  and  share  alike,  in  the  peril  insured 
against,  so  that  if  I insure  you  to  the  extent  of  one-half 
the  value  of  your  property  and  a loss  occurs,  you  and 
I each  bear  one-half  of  such  loss.  The  more  this  plan 
is  departed  from,  the  more  difficult  it  becomes  to  adjust 
the  rates  and  forms  so  that  one  or  the  other  party  docs 
not  get  the  worst  of  the  bargain.  The  policy  contracts 
now  in  general  use  require  the  insurer  to  pay  any  loss 
which  may  occur  and  unless  there  is  some  special  pro- 
vision to  the  contrary,  the  insured  sustains  no  loss  until 
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the  insurance  has  first  been  exhausted.  It  is  apparent 
that  it  will  cost  the  insurer  more  to  meet  his  obligations 
under  a contract  which  requires  him  to  pay  the 
full  amount  of  any  loss  which  may  occur,  than  undef 
one  which  only  requires  him  to  pay  a proportionate  share 
of  the  same,  and  it  is  equally  apparent  that  the  rates  must 
be  higher  under  the  former  than  under  the  latter  con- 
tract. Thus,  if  I issue  a policy  for  $1,000  covering  on 
property  worth  $10,000  and  a loss  of  $1,000  occurs,  I, 
nevertheless,  sustain  a total  loss  under  a contract  which 
makes  me  liable  to  the  full  extent  of  my  policy  for  any 
loss  arising,  while,  if  there  is  a clause  which  limits  my 
liability  to  a pro  rata  share  of  such  loss,  I would  sus- 
tain only  one-tenth  of  the  $1,000  loss,  or  $100.  Now,  if 
every  property  owner  carried  the  same  relative  propor- 
tion of  insurance  to  value,  there  would  be  no  difficulty 
in  making  rates  which  would  be  equitable  for  everybody, 
but  when  one  property  owner  insures  his  property  to 
nine-tenths  of  its  value,  another  for  three-fourths,  an- 
other for  one-half  and  still  another  for  one-fourth  the 
value,  the  rates  must  be  so  adjusted  as  to  produce  a 
premium  which  shall  be  commensurate  with  the  greater 
or  less  possibility  of  loss  to  the  company,  for  as  the 
possibility  of  a total  loss  to  the  company  increases,  so 
must  the  rate  of  premium  increase  to  provide  for  such 
possibility  of  increased  loss.  Suppose  that  the  total  value 
of  metal  workers  in  this  state  amount  to  Two  Hundred 
Million  Dollars,  upon  which  there  is  an  annual  average 
loss  and  expense  charge  of  Two  Million  Dollars.  The 
companies  must  collect  premiums  upon  this  class  suffi- 
cient to  pay  this  annual  charge  of  the  class,  and  the  rates 
must  be  so  adjusted  as  to  produce  the  Two  Million  Dol- 
lars upon  any  percentage  of  insurance  to  value  that  may 
be  carried.  Thus,  if  mil  insurance  is  carried,  the  rate 
would  be  1%.  If  insurance  to  the  extent  of  three-fourths 
of  the  value  is  carried  the  rate  would  be  1 1-3%.  If  to 
the  extent  of  one-half  the  value  the  rate  would  be  2%. 
If  to  the  extent  of  one-quarter  of  the  value  the  rate 
would  be  4%,  and  these  varying  rates  would  correctly 
measure  the  cost  to  the  companies  of  the  varying  degrees 
of  .hazard  they  would  assume  according  to  the  greater  or 
less  percentage  of  insurance  carried  to  total  value. 

In  every  state  and  in  many  cities,  before  a tax  is  lev- 
ied, an  “equalization  board”  goes  over  the  assessors’  lists 
and  “equalizes  the  assessments,”  endeavoring  to  so  ad- 
just the  values  upon  all  property  that  every  man  may 
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pay  his  just  proportion  of  the  tax  to  be  levied.  Now, 
fire  insurance  is  a tax,  and  it  is  just  as  essential  that  this 
tax  be  justly  apportioned  as  any  other,  for  the  reasons 
before  stated.  In  order  that  this  may  be  accomplished 
the  companies  have  provided  a clause  or  endorsement 
which  permits  a property  owner  to  carry  much  or  little 
insurance  upon  his  property,  at  his  own  option,  the  rate 
being  regulated  by  the  amount  of  insurance  he  actually 
carries.  This  clause  is  known  as 


The  Reduced  Rate  or  Co-Insurance  Clause 

It  provides  that,  in  consideration  of  a specified  re- 
duction in  rate,  the  company  shall  only  be  liable  in  case 
of  loss  for  such  proportion  of  loss  as  the  sum  insured 
under  the  policy  bears  to  the  stipulated  percentage  of  the 
value  of  the  property  insured.  If  the  agreed  percentage 
is  70%  of  the  value  of  property  worth  $100,000,  and  the 
sum  insured  under  my  policy  is  $10,000,  then  I would  be 
liable  for  10-70  or  1-7  of  any  loss  which  might  occur. 
Of  course,  if  the  loss  exceeded  70%  of  the  value  of  the 
property,  my  policy  would  be  exhausted  and  I would  be 
liable  for  the  whole  $10,000,  although  the  property  may 
not  have  been  totally  destroyed.  Varying  percentages  of 
insurance  to  value  permit  of  corresponding  reductions 
in  rate,  and  this  clause  thus  serves  as  a substitute  for  the 
equalization  board  to  which  I have  above  referred.  By 
this  method,  if  your  neighbor  cares  to  buy  but  50%  of 
insurance  to  value,  he  must  pay  a higher  rate  than  you, 
who  want  to  carry  insurance  to  the  amount  of  80%  or 
90%  of  the  value  of  your  property.  By  this  method, 
also,  the  company  is  paid  in  proportion  to  the  greater 
or  lesser  possibility  to  loss  which  it  assumes,  and  its 
absolute  fairness  to  insured  and  insurer  must  be  appar- 
ent. One  fact  must  not  be  overlooked  and  that  is  that 
this  clause  is  not  applicable  to  total  losses  nor  to  those 
losses  which  exceed  the  stipulated  percentage  of  insur- 
ance required. 

Specific  and  Blanket  Insurance. 

It  is  of  the  greatest  importance  that  an  insurance  con- 
tract should  be  certain  and  definite  so  that  there  can  be 
no  possibility  for  difference  between  the  parties,  not  only 
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as  to  the  amount  insured  but  also  as  to  the  property  in- 
sured and  its  exact  location.  Policies  should,  therefore, 
be  specific,  describing  with  accuracy  and  precision  the 
property  which  is  to  come  under  the  protection  of  the 
policies,  and  the  building  containing  the  same  must  be 
described  with  exactness  so  that  there  can  be  no  diffi- 
culty in  identifying  it,  for  the  property  insured  is  cov- 
ered “while  and  only  while  contained  therein.”  But  the 
business  operations  of  some  merchants  and  many  manu- 
facturers make  it  necessary  for  them  to  keep  their  stocks 
of  merchandise  or  material  in  process  of  manufacture 
changing  from  one  building  to  another  with  constantly 
varying  values  in  the  different  buildings.  The  demand 
for  insurance  upon  property  affected  by  these  conditions 
was  in  direct  conflict  with  the  uniform  practice  of  the 
companies  to  write  only  specific  amounts  at  specific  lo- 
cations, but  as  the  necessities  of  the  merchant  and  manu- 
facturer changed,  the  insurance  companies  met  the  de- 
mand by  the  adoption  of  various  clauses  or  conditions 
which  would  have  the  effect  of  protecting  the  property 
owner  without  giving  him  too  great  an  advantage  at 
the  same  time.  If  a policy  of  insurance  covered  for,  say 
$10,000  in  a group  of  ten  separate  and  unexposed  build- 
ings, then  a property  owner  having  stock  worth  $10,000 
in  each  building  in  the  group  need  have  only  the  one 
policy,  since  that  is  liable  for  any  loss  occurring  in  any 
one  of  the  ten  buildings  and  the  probability  of  two  fires 
originating  in  separate,  absolutely  unexposed  buildings 
at  the  same  time  is  too  remote  to  be  considered.  He 
would  thus  be  getting  $10,000  insurance  in  each  build- 
ing for  one  premium,  or  in  other  words  the  company 
would  be  carrying  ten  chances  of  a $10,000  loss  for  the 
premium  of  one.  This  is  known  as  blanket  insurance  and 
its  inequity  must  be  apparent  to  everybody.  Sometimes 
it  applies  to  a single  building  and  its  contents,  some- 
times only  to  stock  or  contents  of  a group  of  buildings 
and  sometimes  it  applies  to  a group  of  buildings  and  their 
contents.  To  relieve  this  form  of  insurance,  so  far  as 
possible,  of  its  inequitable  feature,  the  practice  now  gen- 
erally adopted  is  to  attach  an  average  clause  which  pro- 
vides “that  this  company  shall  be  liable  only  for  such 
proportion  of  any  loss  or  damage  as  the  amount  insured 
under  this  policy  bears  to  the  total  value  of  all  of  the 
property  so  insured”  or  else  to  attach  what  is  known  as  a 
pro  rata  clause  which  provides  that  in  “case  of  loss 
this  policy  shall  attach  in  or  on  each  building  in  such  pro- 


portion  as  the  value  in  or  on  each  bears  to  the  aggregate 
value  of  all  of  the  subjects  insured.”  In  addition  to  the 
pro  rata  clause  a 90%  reduced  rate,  or  co-insurance  clause 
is  often  required.  This  average  or  pro  rata  clause  is  of 
especial  advantage  to  property  owners  having  stock  of 
fluctuating  values  in  different  buildings  for  it  follows 
the  property  wherever  it  may  be  and  protects  it  in  the 
exact  proportion  that  the  value  in  one  location  bears  to 
the  total  value  in  all  locations.  But  this  form  of  insur- 
ance often  works  a great  hardship  to  the  insurer. 

It  is  frequently  claimed  that  the  pro  rata  clause  has 
the  effect  of  making  blanket  insurance  specific;  this  is 
a fallacy  which  seems,  unfortunately,  to  be  too  prevalent. 
No  underwriter  will  be  heard  advocating  the  writing  of 
blanket  insurance  as  preferable  to,  or  just  as  good  as 
specific  insurance.  What  particular  virtue  or  quality 
is  there  in  a pro  rata  clause  which  will  change  an  unde- 
sirable blanket  insurance  into  a desirable  specific  con- 
tract? With  specific  insurance  the  insurer  obtains  the 
correct  tariff  rate  on  each  item  insured ; he  can  properly 
adjust  and  limit  his  liability  upon  each  item  and  in  each 
locality  as  prudence  dictates ; he  can  secure  the  largest 
amount  of  premium  income  upon  any  group  of  buildings 
or  the  separate  divisions  of  one  or  more  buildings  by  a 
prudent  distribution  of  liability,  and,  if  loss  occurs,  the 
adjuster  does  not  have  to  deal  with  any  items  which  have 
not  been  affected  by  the  fire.  From  first  to  last,  from 
the  inception  of  the  contract  until  the  loss  is  paid,  the 
transaction  is  an  ordinary  underwriting  proposition, 
without  complications  of  any  kind.  On  the  other  hand, 
blanket  insurance  is  the  very  reverse  of  this.  In  many 
cases  the  rate  obtained  is  inadequate  for  the  reason  that 
values  may  be  congested  in  the  more  hazardous  portions 
of  a plant,  while  the  assured  pays  only  the  average  rate 
upon  the  entire  plant.  The  insurer  cannot  prudently 
carry  as  large  lines  as  he  would  under  a specific  policy 
and  must,  therefore,  forego  a very  considerable  premium 
income,  because  of  his  reduced  lines.  He  may,  for  in- 
stance, want  to  limit  his  liability  to  loss  in  any  one  fire 
to  $5,000,  and  under  specific  insurance  may  be  able  to 
write — say  fifty  thousand  dollars  in  the  several  build- 
ings of  a large  manufacturing  plant;  but  if  he  writes 
blanket  insurance,  even  with  the  average  or  pro  rata 
clause,  he  may  be  obliged  to  reduce  his  line  to  five 
thousand  dollars,  for  otherwise,  should  a loss  occur,  he 
may  find  that  property  values  are  so  congested  that  a 


large  share  of  his  liability,  if  not  the  entire  amount,  is 
absorbed  in  payment  of  the  loss,  and  involving  many  times 
his  established  maximum  lines.  If  the  average  rate  on  the 
plant  is,  say  1%,  his  premium  income  on  the  business 
may  be  reduced  from  $500  to  $50,  and  his  loss  in  receipts 
will  be  $450,  or  nine-tenths  of  his  former  income,  and  this 
loss  he  must  suffer  in  order  to  furnish  the  property  owner 
with  the  form  of  insurance  which  will  protect  him  under 
the  conditions  incident  to  the  business.  How  does  a pro 
rata  clause  on  this  blanket  policy  change  the  contract 
so  that  it  becomes  as  desirable  as  specific  insurance?  It 
simply  puts  legs  to  the  insurance  in  an  unending  chase 
after  property  values,  never  ceasing  until  disaster  comes. 
Then,  and  not  until  then,  is  it  possible  to  determine  where 
the  liability  is,  but  that  can  only  be  done  by  the  very 
laborious  and  expensive  process  of  ascertaining  the  entire 
value  of  all  of  the  property,  not  only  that  which  has  been 
damaged  or  destroyed  by  the  fire,  but  also  everything  else 
which  comes  within  the  protection  of  the  policy.  Build- 
ers’ estimates  of  every  structure,  detailed  schedules  and 
experts’  estimates  of  cost  of  machinery  and  mill-wright 
work,  detailed  inventories  of  all  raw  materials,  calcu- 
lations of  cost  of  production  of  material  in  process  of 
manufacture  and  of  finished  stock — all  this  must  be  done 
before  it  is  possible  to  apportion  the  insurance  so  as  to 
apply  it  specifically  to  the  various  items  of  property 
covered.  After  all  of  this  additional  labor  and  expense 
has  been  incurred,  there  still  remains  the  possibility,  if 
not  the  probability,  of  finding  that  the  loss  sustained  far 
exceeds  the  anticipations  of  even  the  most  prudent  and 
conservative  underwriter.  It  should  require  no  argu- 
ment to  convince  every  intelligent  man  that  there  are 
no  circumstances,  and  there  can  be  none,  where  blanket 
insurance  with  the  pro  rata  clause  can  be  regarded  as 
the  equivalent  of  specific  insurance  either  in  the  matter 
of  premium  income,  limitation  or  distribution  of  liabil- 
ity, simplicity  of  adjustment  or  final  determination  of  a 
loss. 

Now,  it  is  the  general  belief  that  while  blanket  in- 
surance is  seriously  objectionable  to  the  underwriter,  for 
the  reasons  above  stated,  it  is  an  unmixed  benefit  to 
the  insured.  This  is  by  no  means  the  case.  Blanket 
insurance  can  only  be  written  in  connection  with  the 
90%  co-insurance  clause  or  the  pro  rata  clause,  or  both. 
The  assured  must  pay  the  full  tariff  without  any  credit 
or  reduction  in  rate  for  the  coinsurance  clause,  which 
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he  would  be  entitled  to  under  specific  insurance.  When 
a loss  occurs  he  must,  of  course,  be  a party  to  and  as- 
sist in  making  the  builders’  estimates,  machinery  sched- 
ules, inventories,  estimates  of  cost  of  production  and  all 
of  the  other  detailed  processes  of  ascertaining  not  only 
the  loss  sustained,  but  the  total  value  of  all  of  his  prop- 
erty, whether  affected  by  the  fire  or  not.  All  this  means 
time,  labor  and  expense  to  him  as  well  as  to  the  com- 
panies. But  in  many  instances  this  is  the  least  of  the 
hardships  he  is  called  upon  to  bear.  His  loss  may  be  only 
upon  a part  of  his  plant  and  the  balance  of  it  may  be  in 
operative  condition.  It  may  be  at  a season  when  any 
considerable  delay  may  mean  the  failure  to  fill  his  con- 
tracts and  the  diversion  of  his  trade  to  his  competitors, 
but  he  may  be  called  upon  to  sustain  this  most  serious 
consequential  damage  in  order  to  determine  the  loss  he 
has  sustained  and  the  amount  for  which  the  companies 
are  liable.  The  greatest  care  should  be  exercised  by 
local  agents  in  placing  insurance  for  their  patrons  to 
avoid  blanketing  insurance  on  any  property  which  can 
be  safely  and  surely  protected  by  specific  insurance. 
Blanket  insurance  should  never  be  written  on  buildings, 
machinery,  fixtures  or  other  property  where  the  values  do 
not  fluctuate.  It  is  only  where  the  property  is  being  con- 
tinually moved  from  one  place  to  another  with  chang- 
ing quantities  and  values  that  blanket  insurance  can  be 
properly  written.  In  any  other  case  unnecessary  delay, 
trouble,  expense  and  frequently  very  large  consequen- 
tial damage  is  entailed  upon  the  assured  which  could  be 
avoided  by  specifically  insuring  his  property. 


Mutual  and  Stock  Insurance. 

I will  not  undertake  to  explain  in  detail  the  two  plans 
of  insurance,  but  content  myself  with  describing  some  of 
the  features  of  each.  In  speaking  of  mutual  companies  I 
do  not  now  refer  to  neighborhood  mutuals  where  every 
policy  holder  is  known  to  its  officers,  nor  to  those  confin- 
ing themselves  to  insurance  of  risks  of  a single  class. 

A policy  holder  in  a mutual  insurance  company  bears 
the  dual  relationship  of  insurer  and  insured.  He  is  bound 
not  only  by  the  terms  of  the  policy,  but,  as  member  of  the 
Company,  by  its  charter  and  by-laws  as  well.  His  liabil- 
ity may  be  limited  to  four  or  five  times  the  amount  of  the 
note  he  has  given  for  premium  or  it  may  be  unlimited. 
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When  he  takes  a policy  he  does  not  know  what  his  insur- 
ance will  cost  him.  If  losses  are  light  he  has  easy  sail- 
ing, but  they  are  not  always  light  and  then  trouble  comes. 
His  fellow  members  may  be  unable  to  meet  their  assess- 
ments and  then  he  and  other  solvent  members  must  make 
up  the  deficit  to  the  extent  of  the  limit,  provided  the  by- 
laws fix  a limit,  or  if  there  is  no  limit,  then  for  the  full 
amount  necessary  to  pay  all  losses  or  until  his  or  their 
means  are  exhausted.  If  he  sustains  loss  himself  he  may 
be  required  to  wait  until  an  assessment  has  been  collected 
before  his  loss  can  be  paid,  and  it  may  happen  that  not 
enough  can  be  collected  to  pay  his  loss  in  full.  He  cannot 
retire  from  the  company  by  the  cancellation  of  his  policy 
until  every  pending  loss  has  been  paid. 

With  a stock  company  a policy  holder  occupies  the 
position  of  assured  only  from  beginning  to  end  of  his 
connection  with  the  company.  He  is  bound  only  by  the 
conditions  of  his  policy  contract  and  neither  charter  pro- 
visions nor  company  by-laws  concern  him.  He  pays  a 
stipulated  sum  in  consideration  of  his  insurance  and  that 
only.  He  is  unaffected  by  any  losses  the  company  may 
sustain  so  long  as  its  solvency  is  unaffected,  and  if  he 
sustains  loss  himself,  his  claim  is  promptly  paid,  without 
resort  to  assessment  or  other  delay.  If  he  desires  he  can 
cancel  his  policy  at  any  time  and  receive  back  his  un- 
earned premium. 

A mutual  company  is  not  required  to  submit  to  state 
supervision  or  regulation,  nor  to  official  examination,  for 
the  purpose  of  ascertaining  whether  it  is  being  operated 
honestly  and  prudently,  or  has  sufficient  assets  to  meet 
its  liabilities;  it  is  not  required  to  maintain  a re-insurance 
reserve ; it  pays  no  taxes  on  its  premium  receipts  to  either 
town,  county  or  state;  it  keeps  no  classification  records 
for  the  purpose  of  determining  the  cost  or  fixing  its  own 
rates  upon  the  business  it  writes,  but  makes  use  of  the 
rates  fixed  by  the  stock  companies,  for  the  purpose  of 
regulating  its  own  charges  and  assessments;  it  does 
nothing  and  pays  nothing  for  the  purpose  of  reducing  or 
eliminating  hazards,  encouraging  the  erection  of  better 
buildings,  improvements  in  those  already  erected,  better- 
ing conditions  in  individual  risks,  nor  in  the  general  char- 
acter of  a town  or  city,  nor  does  it  do  anything  which  will 
have  the  effect  of  preventing  the  inception  of  fire,  or,  in 
other  words,  it  is  never  actuated  by  that  Public  Spirit 
which  seeks  to  better  the  physical  conditions  of  the  state 
or  community  in  which  it  operates,  even  when  by  so  do- 

19 


ing,  it  would  enure  to  the  benefit  of  its  members.  It 
accuses  the  stock  companies  with  charging  exorbitant 
rates,  but  does  nothing  to  reduce  them  by  physical  better- 
ment of  the  risks  themselves ; it  pays  nothing  for  fire 
patrol  expenses,  although  its  own  policy  holders  are  af- 
forded patrol  protection  which  is  furnished  and  paid  for 
by  the  stock  companies. 

On  the  other  hand  a stock  company  is  subjected  to 
state  supervision  and  regulation  of  the  strictest  sort;  it 
must  submit  to  official  examination  periodically  and  at 
such  other  times  as  may  seem  necessary  to  the  Insurance 
Superintendent  in  any  state  wherein  it  operates ; it  must 
report  annually  to  every  such  state  its  entire  operations 
in  such  detail  as  is  required  by  law,  and  the  facts  thus 
given  must  be  published  for  the  benefit  of  the  public.  It 
must  obtain  annually  the  certificate  of  the  Superintendent 
of  each  state  to  which  it  is  admitted  to  the  effect  that  it 
has  fully  complied  with  all  the  laws,  is  in  solvent  condi- 
tion and  entitled  to  do  business  therein;  it  is  required  to 
maintain  a re-insurance  reserve  for  the  benefit  of  its 
policy  holders  equivalent  to  fifty  per  cent  of  the  unearned 
premiums  on  all  risks,  having  one  year  or  less  to  run  and 
pro  rata  of  all  those  running  for  a longer  time;  it  pays 
from  two  to  two  and  one-half  per  cent  tax  on  the  gross 
premiums  to  the  various  states,  without  deducting  losses 
and  in  some  states  an  additional  tax  of  two  per  cent  for 
maintenance  of  fire  departments  an  additional  tax  of  one- 
quarter  to  one-half  of  one  per  cent  for  support  of  a Fire 
Marshal’s  Department,  besides  either  voluntarily  or  by 
law  contributing  from  one  to  two  per  cent  for  mainte- 
nance of  a fire  patrol,  and  also  in  many  cities  a heavy  occu- 
pation tax;  it  keeps  its  own  classification  record,  which 
it  contributes  to  the  common  stock  of  information  upon 
which  the  rating  schedules  are  based,  and  bears  its  share 
of  the  expenses  of  rating  organizations,  laboratories  for 
testing  building  material,  heating,  light  and  power  de- 
vices, the  employment  of  hydraulic  engineers  for  the  in- 
spection of  water  supply  and  fire  department  equipment, 
electrical  inspectors,  sprinkler  experts  and  the  like;  it 
constantly  seeks,  not  only  to  eliminate  the  hazards  in 
those  risks  covered  by  its  own  policies,  but  to  minimize 
the  dangerous  hazards  in  buildings  and  occupancies  in 
the  entire  community,  thereby  reducing  the  conflagration 
hazard  and  preventing  the  inception  of  fires.  In  a word, 
it  has  become  a most  potent  force  in  diminishing  the  fire 
waste  throughout  the  country.  Instead  of  charging  un- 


20 


conscionable  and  exorbitant  rates,  its  every  effort  is  to 
reduce  hazards,  thereby  reducing  rates,  for  by  so  doing 
it  can  conduct  its  business  with  more  safety  to  itself  and 
with  more  possibility  of  profit.  Above  all  and  of  greatest 
benefit  to  its  policy  holders,  it  is  constantly  accumulating 
a conflagration  fund  to  meet  those  disasters  like  Chicago, 
Boston,  Baltimore  and  San  Francisco,  which  must  surely 
come,  when,  if  such  prudent  foresight  is  not  exercised,  it 
must  go  down  in  ruin. 

The  value  of  the  two  classes  of  companies — mutual 
and  stock — cannot  be  better  stated  than  the  following 
extract  from  a circular  issued  by  the  National  Associa- 
tion of  Credit  Men,  which  is  being  addressed  to  the  mer- 
chants of  the  country.  It  says  in  part : 

“The  points  to  consider  in  order  to  determine 
how  sure  is  the  guarantee  against  fire  for  which 
you  are  paying  your  good  money  are  much  the 
same  as  one  follows  in  investigating  a concern  or 
individual  to  whom  he  is  to  extend  credit. 

“1.  What  is  the  net  surplus  above  capital  and 
all  other  liabilities? 

“2.  Has  it  (the  insurance  company)  a record 
of  paying  its  debts  (losses)  promptly  and  without 
unjust  deductions? 

“3.  Are  the  men  who  manage  its  affairs  men 
of  character  and  high  standing  in  the  community, 
upholding  the  principles  of  business  which  assure 
a long  and  honorable  existence? 

“A  little  inquiry  will  show  you  that  insurance 
companies  have  character  just  as  men  have,  that 
some  are  of  good  repute,  some  of  bad,  and  that  it 
isn’t  altogether  a matter  of  size  necessarily,  for 
there  are  many  small  companies  whose  reputations 
are  golden,  and  many  large  companies  weak  finan- 
cially and  illiberal  in  settling  losses.  And  fail- 
ures, there  are  a-plenty,  some  one  thousand  fire 
insurance  companies  in  the  last  half  century. 
That  fact  alone  is  surely  enough  to  make  you 
cautious.  It  looks,  indeed,  as  if  the  old  companies 
must  be  survivors  of  a great  conflict. 

“Lots  of  men  drift.  They  don’t  have  fixed 
principles.  Likewise  lots  of  business  houses.  It 
is  bad  for  both  man  and  business  house,  but  when 
it  comes  to  an  insurance  company,  it’s  ruinous. 
Such  company  is  doomed,  absolutely  doomed, 
that’s  all;  and  while  its  guarantee  may  be  good 
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this  month,  its  days  are  surely  numbered,  and  you 
can’t  afford  to  take  the  chances  of  being  with  them 
at  the  wind-up.  I’m  not  going  to  make  any  sweep- 
ing condemnations,  only  I say,  use  the  extreme  of 
caution  about  buying  insurance  which  is  offered  at 
cut  prices.  It’s  the  cut-price  companies  which  are 
flying  in  the  face  of  well-established  insurance  ex- 
perience and  getting  worsted.  They  are  probably 
needing  cash  badly  and  hence  taking  undesirable 
risks.  They  are  the  kind  of  companies  which  have 
been  dropping  out  at  an  average  rate  of  some  score 
or  more  per  year. 

“I  sympathize  with  you  in  your  desire  to  econ- 
omize, but  your  insurance  is  a dangerous  thing  to 
be  niggardly  with.  One  more  word  in  the  way  of 
warning.  The  idea  of  mutual  fire  insurance  com- 
panies is  alluring,  but  their  history,  with  the  ex- 
ception of  a few  notable  classes  of  mutuals,  is  not 
good.  Ripe  insurance  experience  is  not  theirs,  and 
over  and  over  again  the  first  run  of  hard  luck  ex- 
tinguishes them.  They  haven’t  the  capital  and 
surplus  to  make  a hard  fight.” 

Rates:  Showing  why  there  should  be  no  more  dis- 

crimination in  rates  of  fire  insurance  than  in  rates  of  trans- 
portation by  water  or  by  rail. 

This  would  seem  to  be  a self-evident  proposition  need- 
ing neither  elucidation  nor  argument,  and  yet  the  whole 
fabric  of  modern  underwriting  methods  is  threatened  by 
the  disregard  of  the  principle  of  equity  involved  by  prop- 
erty owners  and  by  agents.  I have  already  shown  that 
fire  insurance  is  a tax  and  as  such  must  be  fairly  and 
equitably  distributed,  like  any  other  tax.  By  this  I mean 
that  like  hazards,  with  like  fire  protection  and  situated 
similarly  in  all  respects,  should  be  charged  the  same  rate. 
Thus,  if  A and  B own  buildings  similarly  constructed, 
occupied,  heated,  having  the  same  fire  protection  and 
water  supply,  and  with  exactly  the  same  surroundings 
and  exposures,  each  should  pay  exactly  the  same  rate. 
This  is  a fair  proposition  which  no  one  can  gainsay.  The 
same  principle  is  enforced  by  law,  both  state  and  national, 
with  respect  to  common  carriers,  who  are  required  to 
charge  everybody  alike  for  transportation,  whether  of 
freight  or  passengers,  for  like  distances,  by  similar  con- 
veyances and  with  the  same  character  of  service.  But, 
strange  to  say,  when  it  comes  to  the  sale  of  insurance 
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indemnity  the  public  demands  the  abandonment  of  this 
principle  of  fair  dealing  and  equity  and  insists  that  this 
indemnity  be  put  up  at  auction,  as  it  were,  and  sold  at 
the  lowest  price.  This  public  demand  has  become  crys- 
talized  into  legislation  in  a large  number  of  states  and 
familiarly  known  as  anti-compact  or  anti-trust  laws. 
Naturally,  the  effect  has  been  utter  demoralization  in 
rates,  which  has  produced  and  is  still  producing  the  most 
unfortunate  results.  The  owners  of  large  properties  have 
demanded  and  have  been  able  to  obtain  material  reduc- 
tion in  their  rates,  while  those  of  moderate  means  and 
without  sufficient  influence  to  secure  like  favoritism  have 
been  obliged  to  pay  much  higher  rates  for  even  better 
risks.  Unrestrained  competition  has  become  general. 
Under  a plea  of  “protecting  its  business”  many  a com- 
pany has  accepted  risks  at  ruinous  rates  and  so-called 
“relief  measures”  have  aided  in  largely  spreading  the  de- 
moralization. The  marked  inequality  and  disparity  in 
rates  has  given  rise  to  universal  complaint  and  not  un- 
naturally to  the  belief  that  the  fire  insurance  business 
was  not  being  honestly  conducted.  Both  the  companies 
and  the  local  agents  are  largely  to  blame  for  this  impres- 
sion. Whenever  an  agent  asks  for  “relief,”  which  means 
the  privilege  of  meeting  competition,  or  permission  “to 
protect  his  business,”  which  is  the  same  in  effect,  and  his 
company  grants  him  liberty  to  cut  the  rates,  both  he  and 
his  company  know  that  every  time  he  cuts  a rate  he  is 
making  a concession  to  a policy  holder  that  he  is  not 
entitled  to  and  at  the  same  time  inflicting  an  injustice  on 
every  other  policy  holder  who  is  made  to  pay  a higher 
rate  for  a similar  hazard.  This  has  given  rise  to  serious 
complaint  on  the  part  of  property  owners,  not  so  much  at 
the  rates  charged  by  the  companies,  but  because  of  the 
partiality  and  unfair  discrimination  which  has  been 
shown.  Singularly  enough,  the  injustice  which  has  been 
the  result  of  this  unrestrained  competition  in  the  so- 
called  anti-compact  states  has  been  so  marked  that  the 
people  in  those  states  are  now  demanding  laws  which  will 
require  every  company  to  charge  everybody  alike  for  the 
same  hazard,  without  favoritism  or  discrimination.  In 
some  states  laws  have  been  passed  to  this  effect  which 
replace  the  very  anti-compact  laws  which  formerly  pro- 
hibited the  company,  under  stringent  penalties,  from  do- 
ing that  which  now  they  are  compelled  to  do.  Here  is 
convincing  evidence,  not  only  of  the  power  of  public 
sentiment,  but  of  the  disposition  of  the  public  to  do  the 
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right  thing  as  soon  as  it  is  convinced  what  is  right.  Nat- 
urally, the  tendency  now  is  to  go  to  the  other  extreme 
and  empower  the  state  officials  to  regulate  the  rates 
which  all  companies  must  observe.  Of  course,  we  must 
regard  this  counter  tendency  with  great  concern,  as  de- 
priving us  of  our  constitutional  rights,  but  we  have  the 
utmost  faith  in  the  people  and  believe  that,  in  the  end,  the 
companies  will  be  allowed  to  combine  their  experience 
for  the  purpose  of  making  rates  without  let  or  hindrance 
on  the  part  of  any  state.  No  other  result  is  possible  if  we 
pursue  our  avowed  policy  of  absolute  candor  in  dealing 
with  our  patrons  by  showing  each  property  owner  the 
“make-up”  of  his  rate  and  pointing  out  how  he  may  im- 
prove his  risk  and  thereby  secure  a lower  rate,  and  if  we 
are,  ourselves,  consistent  and  true  to  the  well-recognized 
principles  of  our  profession.  It  is  the  duty  of  the  com- 
panies, therefore,  to  stimulate  this  growing  public  senti- 
ment for  fair  dealing  to  all  property  owners  by  insisting 
upon  the  correct  tariff  rate  in  all  instances,  declining  all 
applications  for  relief  or  permission  to  protect  the  busi- 
ness, and  refusing  to  grant  concessions  to  one  policy 
holder,  because  he  is  a large  property  owner,  which 
would  not  be  granted  to  every  other  policy  holder  having 
a similar  risk.  Like  the  “One  Price  Store,”  there  should 
be  but  one  price,  to  all  alike,  for  the  indemnity  we  sell. 

Improvements.  How  induced  and  Credits  for  the 
Same. 

Benefits  to  the  Assured  and  to  the  Community.  Why 
Municipal  Authorities  and  State  Legislatures  should  Re- 
quire the  Same. 

Nothing  so  forcibly  illustrates  the  evolution  which 
fire  insurance  has  undergone  as  the  manner  in  which  the 
companies  now  seek  to  encourage  the  improvement  of 
the  physical  hazard  and  eliminate  the  danger  of  fire  in 
every  community  in  which  they  operate.  As  I have  al- 
ready shown,  fire  insurance  companies  were  organized 
primarily  for  the  purpose  of  distributing  the  loss  by  fire 
“so  that  there  followethe  not  the  undoinge  of  any  man.” 
But  in  the  evolution  which  has  taken  place  the  com- 
panies, or  at  least  the  leading  and  responsible  companies, 
have  in  a broad  sense  become  the  conservators  of  the 
combustible  property  values  of  the  country.  Upon  them 
rests  a most  grave  and  urgent  duty,  which  they  fully 
realize  and  appreciate  and  which  they  are  endeavoring  to 
perform  in  good  faith  and  with  fidelity.  The  very  busi- 
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ness  in  which  they  are  engaged  brings  to  their  knowledge 
and  attention  the  faults  of  construction,  the  dangerous 
occupancies,  the  internal  and  external  hazards  of  every 
structure  in  every  city,  town  and  hamlet  in  the  land.  No 
one  else  has  this  universal  information.  Each  owner 
may  know  of  the  defects  of  his  own  building,  of  the  haz- 
ards of  his  own  business  and  of  the  seriousness  of  imme- 
diate exposures.  The  chiefs  of  fire  departments  may 
have  a general  knowledge  of  the  same  things,  so  far  as 
the  congested  districts  of  their  own  cities  are  concerned, 
and  this  is  the  extent  of  such  knowledge.  But  neither 
the  individual  owner  nor  the  official  ever  feels  the  prompt- 
ings of  duty  so  urgent  as  to  induce  him  in  his  own  inter- 
est or  for  the  better  protection  of  the  community,  to  set 
about  the  elimination  of  those  conditions  which  invite 
fire  and  breed  conflagrations.  On  the  other  hand,  the  in- 
surance companies,  through  no  philanthropic  motives, 
but  imbued,  if  you  please,  with  that  enlightened  selfish- 
ness which  lies  at  the  root  of  all  successful  endeavor, 
have  realized  that  their  own  best  interests  are  served  by 
making  each  community  as  safe  as  possible  against  the 
ravages  of  fire.  They  have,  therefore,  set  about  the  work 
of  accomplishing  this  end  in  the  only  possible  manner 
open  to  them.  Every  risk  is  carefully  inspected  and  the 
rate  is  fixed  according  to  its  construction,  occupancy,  in- 
ternal and  external  hazards  and  fire  protection.  In  de- 
termining this  rate,  credits  are  given  for  superior  con- 
struction, care  of  management  and  private  or  individual 
precautions  against  fire,  while  charges  are  made  for  de- 
fects in  construction,  carelessness  of  management,  dan- 
gerous occupancy  and  serious  exposure.  These  charges 
are  made  with  the  two-fold  purpose  of  fixing  the  value  of 
the  risk  in  its  dangerous  condition  and  of  inducing  the 
owner  to  eliminate  the  hazards  and  thereby  secure  the 
remission  of  these  charges.  Every  encouragement  is 
given  the  individual  property  owner  to  improve  his  own 
risk,  for  thereby  not  only  is  the  individual  risk  improved 
but  every  change  for  the  better  serves  to  minimize  the 
fire  hazard  of  surrounding  property,  and  the  whole  char- 
acter of  a town  is  gradually  improved.  Those  dangerous 
localities  found  in  every  town,  which  may  be  regarded  as 
fire-breeding  centers,  whereby  the  city  may  fall  victim 
to  a sweeping  fire,  are  defined  and  conflagration  charges 
made  upon  all  property  within  their  boundaries  and  the 
city  authorities  are  warned  of  these  conditions  which,  so 
long  as  they  are  permitted  to  exist,  imperil  both  property 


and  life.  The  authorities  are  urged  to  adopt  the  most 
approved  building  code  and  to  extend  the  fire  limits 
within  which  only  the  safest  buildings  of  modern  con- 
struction may  be  built.  Every  possible  precaution  is 
recommended  for  safeguarding  property,  both  individual 
and  collective,  for  the  purpose  of  either  preventing  fire 
absolutely  or,  if  it  breaks  out,  of  confining  it  within  the 
four  walls  of  the  building  wherein  it  originates.  While 
it  may  be  conceded  that  the  insurance  companies  would 
not  do  all  of  these  things  which  I have  attempted  to 
briefly  describe,  if  they  did  not  expect  to  derive  some 
benefit  therefrom,  the  accruing  benefits  to  the  individual, 
the  community  and  the  state  are  so  great  that  their  ef- 
forts should  be  recognized  and  approved  by  the  authori- 
ties of  every  municipal  corporation,  and  the  law  makers 
of  every  state.  Municipal  authorities  will  often  provide 
ample  means  for  extinguishing  fires  while  neglecting  to 
adopt  any  adequate  measures  to  prevent  the  inception  of 
fire  or  to  remedy  the  conditions  which  imperil  the  vast 
property  interests  for  which  they  are  the  legally  ap- 
pointed guardians.  Although  the  police  power  of  a state 
gives  it  ample  authority  to  legislate  with  respect  to  any- 
thing which  has  to  do  with  the  public  welfare,  you  may 
search  in  vain  for  a single  act  which  has  for  its  purpose 
the  prevention  of  fire  or  the  reduction  or  control  of  the 
fire  waste.  Strange  to  say,  this  police  power  is  exercised, 
not  in  the  way  of  promoting  the  public  good  in  the  direc- 
tion of  lessening  the  number  and  severity  of  fires,  but  too 
often  by  restraining  the  insurance  companies  from  doing 
the  very  things  which  will  produce  that  result. 

It  must  be  plain  that  the  benefits  which  I have  pointed 
out  cannot  be  secured  by  the  unaided  efforts  of  one  com- 
pany, nor  by  the  independent  and  incoherent  efforts  of 
many,  but  only  by  the  systematic,  intelligent  and  sus- 
tained co-operation  of  a large  number  of  companies. 
Where  the  public  good  is  thus  conserved;  where  the  re- 
sult sought  and  actually  accomplished  is  the  reduction  of 
the  fire  waste,  the  preservation  of  life  and  the  lowering 
of  the  cost  of  insurance,  there  should  be  no  doubt  as  to 
the  duty  of  the  legislatures.  Instead  of  prohibiting  the 
companies  from  co-operating  for  the  purpose  of  effecting 
these  results,  they  would  best  serve  their  constituents  by 
not  only  permitting  this  to  be  done,  but  actually  requir- 
ing every  company  to  co-operate  to  the  same  end. 
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Trust  or  Monopoly — Why  an  Insurance  Trust  is  an 
Impossibility. 

A “Trust,”  in  the  popular  sense,  is  a combination  of 
persons  or  corporations  formed  for  the  purpose  of  stifling 
competition  and  establishing  a monopoly  of  the  article, 
commodity  or  thing  to  be  produced,  manufactured  or 
sold,  so  that  unreasonable  and  extortionate  prices  may  be 
charged,  to  the  detriment  and  injury  of  the  public. 

Setting  aside  altogether  the  claim  which  might  be 
made  that  insurance  is  neither  an  article,  commodity,  or 
thing,  but  an  individual  and  personal  contract  of  indem- 
nity, and  therefore  not  the  subject  of  a trust  or  monopoly, 
I make  the  broad  assertion  that  there  never  has  been  and 
never  can  be  a monopoly  of  the  fire  insurance  business 
so  long  as  existing  methods  prevail.  Unless  all,  or  nearly 
all,  of  the  companies  engaged  in  doing  a general  business 
should  combine,  it  is  impossible  to  maintain  rates  at  a 
figure  beyond  what  is  just  or  equitable.  There  are  three 
classes  of  competitors  for  the  business  and  the  interests 
of  each  absolutely  conflict  with  the  other  two.  The  stock 
companies  do  not  now  and  never  have  agreed  among 
themselves  on  the  matter  of  rates.  The  mutuals  are  or- 
ganized and  operated  upon  the  theory  that  they  can  fur- 
nish their  members  with  insurance  at  less  cost  than  the 
stock  companies.  The  Lloyds  often — though  not  always 
— are  operated  by  designing  men  competing  with  both 
the  stock  and  mutual  companies  at  any  rate  that  will  se- 
cure the  business,  without  regard  to  whether  they  pay 
their  losses  or  not.  The  stock  companies  number  about 
300 — not  all  doing  business  in  any  one  state,  but  prepared 
to  enter  any  state  where  the  business  gives  promise  of  a 
fair  profit.  The  number  of  mutual  companies  cannot  be 
accurately  stated,  but  a conservative  estimate  would 
place  the  number  at  not  less  than  one  thousand,  some  of 
which  do  a general  business  while  others  operate  in  a 
limited  territory.  The  existence  of  the  Lloyds  is  ephem- 
eral, today  there  may  be  few  and  tomorrow  there  may  be 
legion.  Besides  this  army  of  irreconcilable  competitors, 
the  laws  of  the  various  states  offer  liberal  inducements 
for  the  organization  of  new  companies,  so  that  whenever 
the  time  comes  when  there  appears  to  be  an  abnormal 
profit  in  the  insurance  business  there  will  quickly  be 
largely  increased  competition  to  regulate  it. 

But  the  most  potent  factor  of  all  as  an  absolute  bar 
to  an  insurance  trust  or  monopoly  is  the  American 
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Agency  System.  So  long  as  the  fire  insurance  business 
is  conducted  under  present  methods  there  can  be  no  such 
thing  as  a trust.  With  a swarm  of  agents,  solicitors  and 
brokers  in  every  city,  and  in  every  town  and  village  two 
or  three  times  as  many  agents  as  the  business  can  rea- 
sonably support,  all  of  whom  are  remunerated  on  a com- 
mission basis,  there  will  necessarily  be  the  fiercest  com- 
petition and  where  the  cutting  of  rates  is  not  permitted, 
division  of  commissions  is  resorted  to  and  the  business 
which  would  naturally  seek  the  strongest  companies  is 
diverted  to  the  weaker  ones  who  buy  their  business  by 
the  payment  of  excessive  commissions,  which  their  agents 
in  turn  share  with  their  customers.  We  have  no  means 
of  knowing  how  many  local  agents,  solicitors  and  brokers 
there  are  in  the  United  States,  but  there  is  a vast  multi- 
tude. The  competition  of  the  companies  themselves  is 
intense,  as  I have  shown,  but  it  is  moderation  itself  in 
comparison  with  that  of  their  representatives  who  often 
indulge  in  rate  cutting  practices  of  the  bitterest  char- 
acter, despite  the  protests  of  the  companies  themselves. 
In  order  to  successfully  organize  a fire  insurance  trust, 
there  must  be  an  entire  change  in  conditions.  The  exist- 
ing laws  for  the  easy  incorporation  of  fire  insurance  com- 
panies must  be  repealed.  All  the  diverse  and  conflicting 
organizations  must  be  placed  under  the  absolute  control 
of  some  holding  or  operating  company  in  the  same  man- 
ner as  that  adopted  by  great  industrial  corporations,  or 
by  absolute  absorption,  after  the  manner  of  the  Standard  Oil 
Company,  and  even  then  the  agents  must  all  be  placed  upon 
a salary  basis.  Then,  and  not  until  then,  can  there  be  such  a 
thing  as  “An  Insurance  Trust.” 

Reduction  in  the  Fire  Waste. 

There  is  another  vital  subject  which  you  must  not 
permit  the  public  to  lose  sight  of  for  one  moment  and 
that  is  the  pressing  necessity  of  reducing  the  fire  waste 
of  this  country.  The  destruction  of  valuable  property 
by  fire  is  a public  calamity,  whether  the  immediate  loss 
falls  upon  the  individual  owner  or  upon  the  insurance 
companies.  It  is  the  absolute  destruction  of  material 
wealth  and  value.  The  annual  fire  waste  of  the  United 
States  is  enormous,  and  whatever  can  be  done  to  reduce 
or  prevent  this  destruction  of  property  values  operates 
for  the  benefit  of  the  public.  I have  endeavored  to  show 
you,  briefly,  how  faithfully  and  how  intelligently  the 
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leading  insurance  companies  are  laboring  to  minimize 
this  immense  fire  waste.  Happily,  every  step  we  take  in 
this  direction  enables  us,  not  only  to  serve  our  patrons 
more  satisfactorily  and  at  less  cost  and  with  a greater 
probability  of  profit  to  our  companies,  but  to  perform  a 
great  public  and  patriotic  duty  as  well,  for  we  cannot 
make  a single  move  in  the  way  of  improving  individual 
risks  and  eliminating  the  hazards  of  any  community 
without  contributing  much  to  the  lessening  of  the  fire 
waste.  In  the  very  nature  of  our  business  and  of  our 
peculiar  relations  to  the  public  it  has  become  our  duty 
to  do  this.  Above  all  things  we  have  realized  that  the 
conflagration  hazard  was  the  greatest  danger  with  which 
we  had  to  contend.  If  sweeping  fires  could  be  prevented, 
there  would  be  a large  deduction  in  the  general  average 
of  losses  and  a corresponding  reduction  in  the  cost  of  in- 
surance; the  rates  would  be  stable  and  without  fluctua- 
tion, except  on  those  classes  of  manufacturing  risks  in- 
volving new  processes  and  where  the  hazards  were  not 
fully  understood  and  defined.  Now,  if  this  conflagration 
hazard  is  to  be  limited  and  controlled  and  the  fire  waste 
materially  reduced,  there  must  be  co-operation  between 
the  insurance  companies  and  the  property  owners.  Not 
only  because  it  is  to  his  interest  to  do  so,  but  because  it 
is  his  duty  as  a good  citizen,  every  merchant  and  busi- 
ness man  should  take  an  active  part  in  exerting  an  effort 
to  remove  the  danger  which  constantly  threatens  the  city 
in  which  he  lives.  If  the  insurance  companies  are  doing 
so  much  for  the  common  good,  how  can  property  owners 
do  any  less  than  to  co-operate  with  and  assist  in  eliminat- 
ing the  peril  which  is  now  a menace  in  every  city  in  the 
country?  Every  motive  of  self  interest  and  every  con- 
sideration for  the  public  welfare  requires  that  the  two  in- 
terests should  work  together  and  co-operate  with  this 
end  in  view. 

There  are  other  subjects  relating  to  fire  insurance  of 
as  much  importance  to  the  public  as  those  I have  dis- 
cussed, but  I must  no  longer  trespass  upon  your  patience. 
I think  you  will  agree  with  me  in  believing  that  we 
should  omit  no  opportunity  for  informing  the  public  with 
respect  to  these  subjects  which  we  have  considered  this 
evening  and  in  a manner  which  shall  convince  it  of  our 
absolute  candor  and  sincerity.  In  this  educational  work 
in  which  we  are  engaged,  we  need  and  must  have  your 
support  and  assistance.  Your  positions  afford  you  pecu- 
liarly favorable  opportunities  for  reaching  the  public 
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through  the  local  agents.  Your  judgment  and  opinions 
have  great  weight  and  influence  with  them.  Upon  you 
and  your  agents  together,  a great  share  of  the  responsi- 
bility for  the  success  of  our  educational  campaign  de- 
pends and  with  your  loyal  and  intelligent  assistance  we 
cannot  fail.  We  must  not  overlook  the  fact  that  existing 
conditions  in  the  insurance  business  are  the  outgrowth 
of  a century  and  we  must  not  expect  to  revolutionize 
public  feelings,  sentiment  and  opinion  in  a single  year. 
Our  work  must  be  carried  on  with  patience  and  persever- 
ance, untiringly  and  unremittingly,  but  working  together, 
shoulder  to  shoulder,  we  are  bound  to  succeed.  Our 
Cause  is  just  and  in  the  end  we  will  reap  the  reward  of 
our  labors. 
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